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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHVMOND, FEBRUARY 19, 1999

APPL| CATI ON OF

COLUMBI A GAS OF VIRG NI A, I NC. CASE NO. PUE970455
(Formerly Commonweal th Gas
Services, Inc.)

For general increase in natural
gas rates and approval of

per for mance-based rate
regul ati on nmet hodol ogy pursuant
to 8 56-235.6 of the Code of
Virginia

FI NAL ORDER

On May 9, 1997, as revised on May 20, 1997, Col unbia Gas of
Virginia, Inc. (formerly Commonweal th Gas Services, Inc. and
hereinafter referred to as "Colunbia" or "Conpany") filed a
conplex application for rate relief and for approval of other
proposals. In the Commssion's Order for Notice and Hearings of
July 28, 1997, we described Colunbia' s application in sone
detail, and we divided the matter for further proceedings. The
Comm ssion determned that it would first consider the proposed
Commonweal th Choi ce Program which is a voluntary experinent
usi ng speci al rates under 8§ 56-234 of the Code of Virginia.
Commonweal t h Choi ce woul d offer certain residential, snal
busi ness, and industrial custonmers an opportunity to secure gas

fromsuppliers other than the Conpany. Next, Phase | of this


http://www.state.va.us/scc/contact.htm#General

proceedi ng i nvol ved an application for approximtely

$8.539 million in additional annual revenues filed pursuant to
88 56-235.2 et seq. of the Code of Virginia and the Comi ssion's
Rul es Governing Utility Rate Increase Applications and Annual

I nformational Filings, 20 VAC 5-200-30. In our Order for Notice
and Hearings, we referred this phase, along with the
Commonweal th Choi ce Programi s Stranded Costs Recovery Charge, to
a hearing examner for hearing. Finally, in Phase Il of this
proceedi ng, the Conm ssion woul d consider the perfornmance-based
regul atory plan proposed by Col unbia pursuant to 8 56-235.6 of

t he Code of Virginia.

On February 9, 1998, the Comm ssion entered its O der
Granting Motion authorizing Colunbia to withdraw the
per f or mance- based regul atory plan, which was to be considered in
Phase Il. That matter is no | onger before us.

On Septenber 30, 1997, the Conmi ssion entered its O der
Approvi ng Commonweal t h Choi ce Program and aut hori zed the pil ot
program t hrough Cctober 1, 1999. As discussed bel ow, two issues
remai ned out standi ng concerni ng Commonweal t h Choi ce.

Chi ef Hearing Exam ner Deborah V. Ellenberg filed her
Report on Novenber 13, 1998 (hereinafter "Report"). She
recommended that the Comm ssion make certain findings concerning
the application for a general increase in rates, Phase |, and

the Stranded Costs Recovery Charge in the Comonweal t h Choice



Program In response to the Report, the Ofice of the Attorney
General, Division of Consunmer Counsel, Colunbia, the Conm ssion
Staff, and several industrial protestants filed coments. The
Comm ssi on has considered the Report, the coments, and the
record devel oped herein. Wth the exceptions di scussed bel ow,

t he Comm ssion adopts the Exam ner's recommended findings. W
wll order Colunbia to file an appropriate revi sed schedul e of
rates and charges, and to nmake pronptly all necessary refunds.

Commonweal t h Choi ce Program

As noted, the Comm ssion's Order Approving Commonweal th
Choi ce Program of Septenber 30, 1997, authorized the Conpany to
comence this pilot programas a two-year experinent. Two
i ssues remai ned outstanding. |In our order of Septenber 30,
1997, the Conm ssion directed the Ofice of General Counsel and
the Division of Energy Regulation to organize a task force to
devel op a proposed code of conduct for retail gas unbundling.
The task force was directed to file a report by Novenber 1,
1998. Subsequently, the Comm ssion initiated other proceedings
addr essi ng unbundling prograns in both the gas and electric
industries. |In our Order on Mdtion for Relief of Decenber 4,
1998, in this Case No. PUE970455, we directed that all matters
related to the establishnment of the task force and the
devel opment of a generic code of conduct be addressed in Case

No. PUE980812, Commonwealth of Virginia ex rel. State




Cor poration Comm ssion ex parte: In the Matter of Establishing

InterimRules for Retail Access Pilot Prograns, established

Decenber 3, 1998.

The remai ning issue in the Coomonweal th Choice Programis
the Stranded Costs Recovery Charge designed to recover the costs
of Columbia's facilities stranded by the pilot program |n our
Order for Notice and Hearings of July 28, 1997, the Comm ssion
referred the charge to the Hearing Exam ner for devel opnent of a
full record in conjunction with the hearing on Phase |, the
application for a rate increase. |In her Report, Exam ner
El | enberg addressed the Stranded Costs Recovery Charge, and she
recomended that the Comm ssion reject the proposed charge.
According to the Exam ner, the record in this case does not
support a finding of any stranded costs for the pilot program
In its coments on the Report, Colunbia did not contest the
Exam ner's conclusions that there was an insufficient record to
support the charge.?

The Comm ssion will adopt the Exam ner's recomrendati on
that the stranded cost charge be disallowed at this tinme. As

set out below we will order Columbia to file revised tariff

! The Conpany did, however, object to the Exami ner's concl usion that
"'[s]tranded upstream pi peline capacity costs sinply do not exist when a
conpany is contracting for additional capacity.'" Coments and Exceptions of
Col unbia Gas of Virginia, Inc. at 19-20 (hereinafter "Col unbia Comments").

G ven our action in this case, we need not reach a decision on the Exam ner's
concl usi on.



pages elimnating all reference to the Stranded Costs Recovery
Charge. As the Exam ner recomrended, Col unbia should continue
to collect and report information on any costs that it considers
stranded t hrough the remai nder of the pilot program |If

Col unbi a believes it has incurred any stranded cost, the Conpany
may request deferred accounting treatnent fromthe Comm ssion's
Division of Public UWility Accounting.

Phase |, Application for A Ceneral Increase In Rates

Wth the exceptions we discuss bel ow, the Comm ssion adopts
the Exam ner's recommended findings. W wll also address
briefly several issues raised during the proceeding.

Consol i dat ed Tax Adj ust nent

The Staff proposed a consolidated tax adjustnent which the
Exam ner did not adopt. |In our Order on Hearing Exam ner's

Report of Decenber 22, 1998, in Virginia-Anerican Water Co.,

Case No. PUE970523, the Comm ssion rejected a simlar
consolidated tax adjustnent, and we will not adopt the

adjustnment in this case. As in Virginia-Anerican, a decision

not to adopt the adjustnent in this case does not rule out the
possibility of adopting it in the future. As in Virginia-
Aneri can, the Comm ssion again declines to rule on the issue of
whet her the consolidated tax adjustnent, as proposed by the

Staff, constitutes retroactive ratenaking.



Restructuring Savings

The Exam ner reconmended that we adopt the Staff's proposal
to reduce deferred restructuring costs by the restructuring
savi ngs that have not been reflected in prior rates. In its
comments on the Report, Colunbia argued that the Exam ner had
doubl e-counted restructuring savings by netting these savings
agai nst the deferred restructuring costs. The Conpany cl ai med
that restructuring savings were already recogni zed in the cost
of service through | ower enploynent |evels and correspondi ng
reductions in payroll and associated costs.? Further, Col unbia
argued that netting such savings through the updated period
constituted retroactive ratemaking. |In Colunmbia's view, the
savi ngs had al ready been reflected in earnings, and netting the
savi ngs deprived the stockhol ders of earnings previously
recogni zed. ?

The Conmm ssion does not agree with Colunbia. The savings
fromrestructuring that the Staff used to offset deferred
restructuring costs have never been reflected in rates. The
netting recogni zes the entire financial inpact of restructuring
activities prior to the establishnent of the regulatory asset,
which will be recovered over tinme. It would be inequitable to

ratepayers to defer all restructuring costs and not to recognize

2 Col umbi a Comments at 15.

31d. at 16,



the of fset savings that occur over the sane period.
Restructuring savings recognized in the going | evel cost-of-
service will inpact rates on a prospective basis only.
Reflecting this | evel of savings does not duplicate the inpact
of netting historical savings as proposed by the Staff.

Conpetitive Charges

The Staff proposed to elimnate fromcost of service
$97, 651 of charges related to allegedly conpetitive activities.
These activities included conbustion adjustnments on appliances
and flue inspections on space heating equi pnent. The Conpany
agreed that these charges should be booked bel ow the |ine and
not included in cost of service. Accordingly, the Exam ner
excl uded charges for those services.?

We note, however, that in a case decided | ast year
i nvol vi ng anot her gas conpany, the exam ner rejected a simlar
Staff adjustnent. Report of Deborah V. Ellenberg, Chief Hearing

Exam ner, Virginia Natural Gas, Inc., Case No. PUE960227, at 11-

12 (Feb. 26, 1998). In that case, the adjustnent had been
contested by the utility. The examner in Case No. PUE960227
found that the service calls at issue were proper responses to

custoner concerns over safety, and that costs associated with

* O the $97,651 proposed to be elimnated fromcost of service, the Exaniner
retai ned $33, 413 because the Conpany identified two tariffed services
associated with the latter anmount recorded in the account in question.

Report at 18.



such calls should be recovered by the conpany. This
recomendati on was adopted in our Final Oder of April 27, 1998,

in that case. |In keeping with our decision in Virginia Natural

Gas, the Conmi ssion will not accept the recommended adj ustnment
in this case. The full $97,651 shall remain in Colunbia' s cost
of servi ce.

Wil e we have determ ned to keep charges for certain
i nspection and mai nt enance services in the cost of service in

this case and in Virginia Natural Gas, the Conm ssion

anticipates revisiting this issue in future proceedings. The
nature of the gas distribution business is rapidly changing in
the face of econom c and regul atory devel opnents. It is
appropriate to reconsi der what services should be provided by
the regul ated gas distribution conpany as part of a regul ated
retail distribution service. Wile a regulated conpany is
entitled to a reasonabl e opportunity to recover the charges
associated with any service it provides, the Comm ssion expects
to consi der whether recovery should be above the Iine through
tariffed rates for service and charges or below the |ine.
Further, the Conm ssion nust be vigilant for over-recovery of
any charges. W expect our Staff and the industry to consider
t hese service and charge recovery issues in future proceedi ngs
and to develop a full record to support the devel opnent of

future policies.



Rat e Base

The Exam ner reconmended using an updated rate base to
reflect actual per books |evels as of Septenber 30, 1997, as
requested by the Conpany in its original application. As the
Exam ner noted, Col unbia proposed updating rate base through
Decenber 31, 1997, in rebuttal testinony, |ess than one nonth
prior to the commencenent of the hearing. The Exam ner found
that the corresponding increase in revenues related to custoner
growm h associated with the plant additions was not included in
the record and that updating rate base wi thout reflecting
i ncreased revenues would be inproper. Inits comments to the
Exam ner's Report, Colunbia strongly excepted to the Hearing
Exam ner's reconmendation, arguing that the revenue adj ustnment
was, in fact, provided. However, the record provides only the
revenue adj ustment anount—with no supporting documentation.® The
Comm ssion's rules require that supporting docunentation for
conmpany proposed adjustments be filed with the application.® The
standard cannot be less for a | ater proposed adjustnent.

The Conmm ssion adopts the Exam ner's findings that the per
books rate base as of Septenber 30, 1997, is appropriate and

supported by the record. As the Exam ner acknow edged in her

> Furthernore, no supporting docunentation was provided for update-related
adjustnments to property tax expense and depreciati on expense.

6 See Schedule 17 of the Conmission's Rules Governing Uility Rate |ncrease
Applications and Annual Informational Filings, 20 VAC 5-200- 30.



Report and as Col unbia argued in its comments, the Comm ssion
has previously allowed updating rate base to reflect significant
pl ant additions nade after an application was filed. Here the
Conpany' s proposal was not subject to sufficient exam nation
because of the timng of the proposal and the | ack of supporting
docurment ati on. ’

In addition, it nust be clear that changes such as proposed
by the Conpany here cannot be allowed on a regular basis. The
addi tion of new adjustnments or updating by a conpany after the
application has been filed should be allowed only in unusual
ci rcunst ances where good cause is shown; where such changes are
necessary to protect the financial integrity of the conpany; and
where the supporting data is provided and can be fully exam ned
by the parties and Staff in the proceeding. Absent this rare
exception, the conpany nust present its entire case inits
application and direct testinony. |If a conpany's rate request
nmust be reduced after the application is filed, the conpany
cannot sinply find another adjustnment or update to increase the
request to the original anount noticed.

Ear ni ngs Test

The Staff proposed application of an earnings test

incorporating its consolidated tax adjustnent. The Exam ner

" Further, in the absence of a full examination, allow ng these kinds of
adjustnments tends to isolate single cost elements w thout considering
ci rcunst ances that mght offset them

10



adopted the earnings test after adjusting for the consoli dated
tax adj ustnent which she and we have rejected. At the hearing
and in its cooments on the Report, the Conpany chall enged the
nmet hodol ogy used in the earnings test. Upon consideration of
the record and the Report, the Comm ssion finds that the Staff's
proposed earnings test confornms to the gui dance and standards

set out in the Final Order of August 6, 1998, in Roanoke Gas

Co., Case Nos. PUE960102 and PUE960304, and in the Final O der

of August 6, 1998, in Washington Gas Light Co., Virginia

Di vi sion, Case No. PUE970328.

Return on Equity

W agree with the Exam ner that the use of the consolidated
Col unbi a Energy Group capital structure as of Septenber 30,

1997, (with a ratemaking equity ratio of 45.17% is appropriate
and is supported by the record. W also agree that Col unbia Gas
of Virginia's return on equity, absent a financial risk
adjustnent, is wthin a range of 10.25%to 11.25% Qur deci sion
on an appropriate financial risk adjustnent requires additional
di scussi on.

Col unmbi a and Staff recomrendati ons on the appropriate
return on equity were linked to various capital-structure equity
ratios. The Staff recomended a return-on-equity range of 10.0%
to 11.0% The Staff's cost of equity anal ysis was based on two

proxy groups: a 16-conpany group that served as a starting point

11



and a check against a smaller, nore honbgeneous, 5-conpany proxy
group.® The large group had an average equity ratio of 52.8%
while the Staff's five-conpany proxy group had an average equity
ratio of 49.3%° According to the Staff, the difference between
the consolidated Col unbia Energy G oup equity ratio of 45.17%
and its 5-conpany proxy-group average equity ratio of 49.3% was
not significant enough to warrant a financial risk adjustment.
The Staff has in the past recommended financial risk

adjustnments. In the Final Oder, Virginia Natural Gas Inc.,

Case No. PUE960227, at 8-9 (Apr. 27, 1998), the Conmi ssion
di scussed a downward financial risk adjustnment proposed by the
Staff to reflect the lower financial risk of the parent conpany
capital structure. As the exam ner in Case No. PUE960227 not ed,
the Staff had relied, in part, upon a study that "determ ned
that the cost of equity changed, on average, 7 basis points for
each percentage point change in the comon equity ratio. "

The Conpany proposed a return-on-equity range of 10.5%to
11. 5% based upon an adj usted Col unbi a Energy G oup capital

structure with an equity ratio of 52.2% The Conpany's

8 Ex. LTO-28 at 16-18, Schedul es 6-9.
° Report at 24.
0 7r. at 594-96; Ex. LTO 29.

11 Report of Deborah V. Ellenberg, Chief Hearing Exaniner, Virginia Natural
Gas, Inc., Case No. PUE960227, at 18 (Feb. 26, 1998) (footnote omtted).

12



recomendati on was based upon a proxy group with an average
equity ratio of 52.7% On rebuttal, the Conpany argued that, if
the Staff's proposed capital structure with a 45.17% equity
rati o were adopted, the Comm ssion should adopt a return on
equity of 11.7%to reflect the added financial risk.? In making
its financial risk adjustnent recomendation, the Conpany relied
upon a 1972 study by Robert Hamada.®®

In the current case, the Hearing Exam ner agreed with the
Conpany that a financial risk adjustnment was warranted. She
recomended that the Conpany be granted a 25-basis point
adjustnent. I n nmaking her recommendation, the Hearing Exam ner
cited several cases in which the Comm ssion has awarded both
upward and downward adj ustnments. She also noted that, "The
equity ratios previously approved for Colunbia, those of the CDC
group, and those of the conparable conpanies included in Staff
and Conpany's anal yses range from 49%to 53% "

The Conpany seens to argue in its Coments and Exceptions
that financial risk adjustnents can be nade with precision. The

Conmpany stated that the Hearing Exam ner's 25-basis point

2 Ex. JRH48 at 9.

13 Robert Hamada, "The Effect of a Firmis Capital Structure on the Systematic
Ri sk of Conmon Stock,"™ 27 J. of Finance 435 (1972).

4 Report at 27.

13



adj ustment was "arbitrary and capricious"! and that "the
adj ust nent necessary to conpensate a conpany for which 52.8%is
the appropriate equity ratio but for which the Conm ssion adopts

an equity ratio of 45.17%is 61 basis points."?®

The Conpany
also clained to be "nystified" by the Exam ner's 25-basis point
adjustnment. Colunbia stated that, "[t]here is not a scintilla
of evidence in the record that suggests 25 basis points reflects
t he conpany's additional financial risk"” because of the equity
ratio.

The Conpany's statenents concerning the Exam ner's analysis
and the 25 basis point financial risk adjustnment are incorrect.
Factually and legally, there is credible evidence to make no
adj ustnent; to choose the Conpany's proposed 61-basis point
adjustment; or to select a point in between.'® In addition, and
just as inportantly, the theory of such an adjustnent and its
practical use does not lend itself to the precision argued by
t he Conpany. The Conpany's witness, Dr. Haltiner, stated this
well in his direct testinony:

Let me add one note of caution in the use of

Hamada' s | everage adj ustnent nodel and ot her
nodel s. These equati ons appear as precise

5 Col unbi a Conments at 2.

% 1d. at 7.

17

at 6.

18

w
D
D

Appal achi an Power Co. v. Commonweal th, 216 Va. 617, 626-28 (1976).

14



mat hemati cal statenents. However, there are
numer ous assunptions underlying their
devel opment. In the | everage adjustnent
nodel in Attachnment JRH 16, for exanpl e,
Hamada assunes, consistent with CAPM
assunptions, that a conpany can borrow at
the riskless rate in perpetuity. A nodel is
hel pful in guiding our thinking about the
effects of various forces affecting investor
expectations, but nodel results taken
literally, without the opportunity to apply
j udgenent, can be m sl eadi ng.

Ex. JRH at 32.

We further note that it appears that Colunbia' s adjustnent
relied upon a nodel that re-leverages beta, which is unique to
CAPM Both Staff and Conmpany wi tnesses utilized the results of
the DCF nodel and risk prem um nethods, in addition to the CAPM
to estimate the cost of equity. Al nmethodol ogies used to
estimate the cost of equity have strengths and weaknesses. The
results fromall three nethods, along with informed judgenent,
shoul d be considered to estimate the cost of equity. W thus
cannot concl ude, as the Conpany urges, that the equity return is
subject to a precise 61-basis point adjustnent.

Based on the record in this case and our judgenent, however,
we believe that the 25-basis point adjustnment recommended by the
Exam ner should be increased. Specifically, we find that the
starting point for the return on equity range of 10.25%to

11. 25% shoul d be adjusted upward by 40 basis points to account

for the differences between the various proxy-group equity

15



rati os and the consolidated Col unbia Energy G oup equity ratio.
In doing so, we do not adopt a specific fornmula for establishing
an adjustment to the range for return on equity. Rather, we
find at this tinme, that the record supports a 40-basi s point

adj ustnent. Based upon the record in this case, we find that a
return on equity range of 10.65%to 11.65% is appropriate, and
that the m dpoint of 11.15% should be used for setting rates.

Propane Services

In its coments, Colunbia objected to the Exam ner's
recomendation that its existing Metered Propane Service ("MS")
be closed to new custoners, and that its proposed Propane
Delivery Service ("PDS") be nodified to require conversion of
custoners to natural gas within two years. |In Colunbia's |ast
rate case, the Conm ssion approved a stipulation placing a
noratoriumon the addition of new MPS custoners. The noratorium
was i nposed because the Conpany was not converting those
custoners to natural gas within a reasonabl e peri od.

MPS is offered under the sane rate structure as residential
natural gas service. Since propane is generally nore expensive
than natural gas, MPS is effectively subsidized by the Conpany's
ot her custonmers. This subsidy is particularly disturbing in
that the record denonstrates that, without l[imtations, Colunbia
has taken seven to eight years to convert MPS custoners to

natural gas, and that some custoners remain on propane even

16



| onger. Therefore, we will adopt the Exam ner's reconmendati on
that MPS be closed to new custoners. Existing MPS custoners
shal | be "grandfathered" under that schedul e.

Whil e we are concerned over the subsidy to the MPS service
and the delays in converting MPS custoners to natural gas, we
note that the record does not include any information with
respect to the cost effectiveness of converting the remaining
MPS custoners to natural gas. W wll not, therefore, nmandate a
specific conversion period for the current MPS custoners now
gr andf at hered under that schedule. |Instead, we direct Colunbia
to conduct a study to determ ne the cost effectiveness of
converting each remai ning MPS service to natural gas service.
This study shoul d consider the inpact of conversion on overal
purchased gas costs as well as on Col unbia's non-gas revenue
requi renents. Should such study show that it is inpractical to
convert the remaining MPS installations within a reasonabl e
period of time without additional charges to the grandfathered
custoners, Colunbia should submt information as to why it
shoul d be allowed to continue recovery of the MPS subsidy from
custoners.

W would like to consider and resolve this issue in the
context of the Conpany's pending rate case. By conpani on order

entered today in Case No. PUE980287, we direct the presiding

17



heari ng exam ner to enter an appropriate ruling for the filing
of supplenmental testinony addressing these issues.

As noted, Colunbia objects to the Exam ner's inposition of
a two-year requirement for conversion to natural gas under the
new PDS service. W believe that custonmers who take service
under the PDS schedul e should do so with an expectation that
they will be converted to natural gas within a reasonabl e period
of time and wll adopt the Exam ner's recommendation in this
regard.

Concl usi on

The Comm ssion makes the follow ng findings based on the
record in this proceeding:

1. The use of the test period ending Decenber 31, 1996, is
proper in this proceeding;

2. The Conpany's test year operating revenues, after al
adj ustnents, were $170, 245, 173;

3. The Conpany's test year operating revenue deducti ons,
after all adjustnents, were $151, 341, 356;

4. The Conpany's test year net operating inconme and
adj usted net operating incone, after all adjustnents, were
$18, 903, 817 and $18,678, 019 respectively;

5. The Conpany's adjusted test year rate base is

$240, 710, 581;

18



6. The Conpany's current rates produce a return on
adjusted rate base of 7.76% and a return on equity of 8.48%

7. The Conpany's current cost of equity is in a range of
10.65% to 11.65% and the Conpany's rates should be established
based on the m dpoint of the equity range, 11.15%

8. The Conpany's overall cost of capital, using the
m dpoi nt of the equity range and the capital structure found
reasonabl e herein, is 8.96%

9. The Conpany's request for an annual increase in
revenues of $7,941,578, as proposed at the hearing, is unjust
and unreasonabl e because it would generate a return on rate base
greater than 8.96%

10. The Conpany requires $4,607,122 in additional gross
annual revenues to earn an 8.96% return on rate base;

11. Rates designed to produce the additional revenues
found reasonabl e herein shall use the revenue apportionnment
nmet hodol ogy agreed to by the parties and accepted by the
Exam ner;

12. The tariff changes accepted by the Exam ner and
addressed in the Report shall be nade.

ACCORDI NGY, IT I S ORDERED THAT:

(1) Colunmbia's application for a general increase in
rates, designated as Phase | of this proceeding, is granted to

the extent discussed herein and ot herw se deni ed.
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(2) Colunbia's application to include the Stranded Cost
Recovery Charge in the Comonweal th Choice Programis deni ed.

(3) On or before March 1, 1999, Colunbia shall file with
the Comm ssion's Division of Energy Regul ation a schedul e of
rates and charges designed to produce $4, 607,122 in additional
gross annual revenues and bearing an effective date of March 1
1999, and effective for service rendered on and after that date.
The additional revenue shall be apportioned using the
met hodol ogy approved herein and incorporating the changes in
rates, schedules, rules and regul ati ons approved herein.

(4) Al references to the Stranded Cost Recovery Charge in
t he Comonweal t h Choi ce Program appearing in the schedul es of
rates and charges now on file with the Comm ssion shall be
removed fromthe revised schedul e of rates and charges ordered
to be filed in (3) above; all other matters appearing on tariff
pages governi ng the Commonweal th Choi ce Program shall appear on
the pages filed as ordered in (3) above.

(5 On or before April 1, 1999, Col unbia shal
recal cul ate, using the rates and charges prescribed by this
Order, each bill it rendered that used, in whole or in part, the
rates and charges that took effect on October 7, 1997. \Were
application of the rates prescribed by this Order results in a
reduced bill, Colunbia shall refund, with interest, as directed

bel ow, the difference.
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(6) Interest upon the ordered refunds shall be conputed
fromthe date paynents of nonthly bills were due to the date
refunds are nmade, at the average prine rate for each cal endar
quarter, conpounded quarterly. The average prine rate for each
cal endar quarter shall be the arithnetic nean, to the nearest
one- hundredth of one percent, of the prine rate val ues published

in the Federal Reserve Bulletin or in the Federal Reserve's

Selected Interest Rates (Statistical Release G 13) for the three
nont hs of the preceding cal endar quarter.

(7) The refunds ordered in (5) above may be credited to
current custoners' accounts (each refund category shall be shown
separately on each custoner's bill). Refunds to forner
custoners shall be nmade by check mailed to the | ast known
address of such customers when the refund amount is $1 or nore.
Col unbia may offset the credit or refund to the extent no
di spute exists regarding the outstandi ng bal ance of a current or
former custonmer. No offset shall be permtted for the disputed
portion of an outstanding bal ance. Colunbia may retain refunds
owed to former customers when such refund amount is |less than
$1. Colunbia shall maintain a record of former customers for
which the refund is less than $1, and such refunds shall be nade
pronptly upon request. Al unclainmed refunds shall be subject

to 8 55-210.6:2 of the Code of Virginia.
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(8 On or before June 1, 1999, Colunbia shall file with
the Division of Public Uility Accounting a report show ng that
all refunds have been made pursuant to this Order and detailing
the costs of the refund and accounts charged. Costs shal

include, inter alia, conputer costs, and the personnel hours,

associ ated sal aries and costs for verifying and correcting the
refunds directed in this Order.

(9) This case is dismssed fromthe Conm ssion's docket.

MOORE, Conm ssioner, concurs in part and dissents in part:

| concur with ny coll eagues, except with respect to the
consolidated tax adjustnent ("CTA"). | find that | nust dissent
with respect to that finding for the reasons | discussed in ny

di ssent in Case No. PUE970253, Virginia-Anmerican Water Co.

Adopting the CTA would nore accurately reflect Colunbia s cost

of service; | would do so on a prospective basis.
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